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In today’s challenging market environment, pricing is one of the most crucial elements in a 
company’s marketing plan. By identifying the best pricing practices in various situations, a 
firm can succeed and evolve in accordance with its long-term strategy.  
 
In this respect, this thesis is a case study with the aim of providing a comprehensive frame-
work for the target company under which it can operate. More specifically, the framework 
handles strategic aspects of product pricing and business planning under different circum-
stances. The commissioning organization of the research is a known subcontractor for the 
engineering industry. The firm operates in the heavy equipment business serving its OEM 
customers in various product segments. 
 
The research is delimitated to cover three main pricing approaches, which are cost-based, 
competition-based and value-based pricing methods. These strategies are studied from 
high-quality marketing and pricing handbooks as well as from certain academic publica-
tions. The material for the empirical part is collected by four different interviews conducted 
in the target company. 
 
The interviews enabled a solid foundation to present the current processes used in the tar-
get company. Hereafter, discussion part goes through a number of diverse operating envi-
ronments, including high and low capacity utilization and different product groups and mar-
ket segments. The purpose is to provide strategic aspects to be taken into account in each 
business case, especially from pricing point of view. 
 
As a result of this research, some meaningful recommendations can be provided. For in-
stance, an understanding of customer preferences and underlying market environment 
plays a crucial role when making a pricing decision. As the market environment changes 
rapidly, companies operating in the industry must adapt their pricing practices to remain 
competitive in the market. Moreover, the company should have extensive pricing tools to 
be able to respond to changing demand.  
 
The research process started at the beginning of 2015 and all the interviews took place in 
June or July 2015. The assignment on this subject was discussed and agreed with the tar-
get company. All in all, the research provides some beneficial information to support the 
target company’s operations. 
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1 Introduction 
Pricing is perhaps one of the most challenging tasks to carry out in a global business envi-
ronment. It is a strategic function which can be approached from multiple angles, depend-
ing on the long-term objective of a company. It is not only a calculation exercise, but 
closely monitored and controlled customer management process. In order to make appro-
priate pricing decisions, one must have a deep understanding of the market environment, 
competitors operating in the industry, general business and financial knowledge and per-
haps most importantly, how to create value for the customers.  
 
Generally, pricing should be integrated with the other tools of the marketing mix, referring 
to product, promotion and place. In this context, it is the only marketing factor that gener-
ates revenues to the company, whereas other tools in the marketing mix cause expenses. 
Still in many cases, it may be the least recognized of all the components of the marketing 
mix (Hollensen 2012, 318-319). In multinational corporations, the best outcome from pric-
ing point of view is usually achieved when the sales and marketing organization works in 
co-operation with other relevant departments.  
 
In the engineering industry, a company may face a variety of situations to which it must be 
able to react effectively. The underlying market environment is volatile and companies 
have to adapt quickly to the swift changes in demand. In this respect, as the market envi-
ronment is sensitive, for instance, to alterations in the economy, a company should have 
an extensive knowledge of pricing under different circumstances. Also, a company operat-
ing in the industry must identify the possibilities and strategic aspects in various business 
cases, and more specifically, what kind of business a company should acquire in various 
situations.  
 
This thesis is a qualitative, research oriented case study and dives into the topic from the 
target company’s point of view. The primary purpose of this study is, first of all, to identify 
the improvement areas in the target company’s current pricing mindset and hereafter, to 
identify the best practices in various business cases in terms of pricing and strategic plan-
ning. The aim is to create a company-wide framework under which the target company 
can operate under different conditions. The information and results can be used by the 
commissioning organization to improve the company’s current way of acting. The assign-
ment and need for the research was discovered internally as the author itself is currently 
employed by the target company. 
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The data for the research is collected by using several marketing related handbooks and 
academic publications, as well as conducting four individual interviews inside the com-
pany. In this context, Appendix 1 presents the frame for the interviews. It can be stated 
that the participants have an impressive work experience and can be considered as ex-
perts in their field. This enabled a good foundation to carry out the study. 
 
1.1 Commissioning organization 
The commissioning organization of the research is not published due to confidential and 
sensitive information used in the thesis. When referring to the commissioning organization 
in the study, terms such as “the target company”, “company X” and some other appropri-
ate references are used.  
 
Company X is a recognized manufacturing partner for the engineering industry and serves 
its OEM customers with installation-ready welded components and operator cabins as 
well as assembly and machining services. The target company’s addressable market 
comprises the part of manufacturing activities which are outsourced by OEMs. Also, it 
serves customers across a wide range of industrial sectors including material handling, 
mining, energy, agriculture & forest, construction and other industries and is considered 
as a leading company within its segment in Europe. Additionally, the company has several 
manufacturing locations and focuses primarily on European end customer demand. 
 
The company’s aim is to enhance the business and competitiveness of its OEM custom-
ers by providing market-leading QDC (quality, delivery and cost). The target company’s 
competitive strengths are its extensive know-how of welding complex steel structures, 
strong design and manufacturing capabilities of operator cabins for demanding end-use 
and a competitive low-cost manufacturing platform combined with an embedded culture of 
operational excellence.  
 
The company’s interest in the thesis was substantial as it provides valuable information 
and different perspectives to support the pricing scheme. By recognizing the distinctive 
features in various business cases the company can handle the pricing process more ef-
fectively and make better operational decisions. In this regard, discussion and final con-
clusions on the topic are presented in the fourth and fifth chapters. 
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1.2 Research question 
The purpose of this study is to provide a framework under which the target company can 
operate in various situations. This includes an identification of optimal cases in each situa-
tion and hereafter, how to approach them appropriately from pricing point of view. Hence, 
the main research question of “How to identify the most optimal business cases under dif-
ferent circumstances and how these cases should be approached from pricing point of 
view?” is set to cover the main topic of this thesis. In addition to this context, three investi-
gative questions (table 1) are recognized to help understanding the objective of the study 
and to provide a comprehensive answer to the main research question.  
 
Table 1. Research and investigative questions for the study. 
 
All three investigative questions are closely related to the main research question and 
elaborate the context of the study. More detailed investigative questions help guiding the 
text in a structured way. This set of research and investigative questions place a meaning-
ful frames for the research.  
 
1.3 Delimitation 
This research is delimitated primarily to cover various pricing activities and processes in 
this respect. It is worth noting that activities such as cost accounting and cost analysis are 
closely related to the subject matter and are therefore briefly addressed in the research. 
Research question: How to identify the most optimal business cases under 
different circumstances and how these cases should be approached from 
pricing point of view?
What are the best practices in each business case in terms of 
pricing and strategic thinking?
How to apply pricing strategies in low and high capacity cycles 
as well as in a case that requires investments?
How to apply pricing appropriately in different product groups 
and different business environment?
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However, in order to keep the content of the study concise and, simultaneously, as com-
prehensive as possible, costing part is only subtly presented. 
 
Besides, this thesis examines pricing strategies that are deemed most relevant, taking into 
account the information regarding the target company and its position in the industry. As a 
result of this delimitation, three main pricing approaches are to be covered, referring to 
cost-based, competition-based and value-based pricing. Under these frames, each of 
them have several different branches and the most widely known strategies in this context 
are presented. The target company operates internationally and in that sense, the case 
study is applicable worldwide as well.  
 
1.4 Key terminology 
The following concepts and acronyms are closely related to the subject matter and appear 
several times in the text. In order to clarify the content of this research, explanations for 
these terms are defined below. 
  
Capital expenditure (later capex): Funds invested by a firm to acquire, improve or ex-
tend the life of assets such as new equipment, machinery, infrastructure or property. A 
capital expenditure is booked as an asset and depreciated from the balance sheet over its 
useful life and hence is not charged directly as a one-time charge in the profit and loss 
statement. (Accounting Tools 2015a.) 
 
Earnings Before Interest, Taxes and Amortization (later EBITA): Financial metric to 
indicate company’s operating profitability by ignoring e.g. financing expenses and capital 
expenditures. (Investopedia 2015.) 
 
New product implementation (later NPI): A won opportunity that is either a new product 
to an existing or new customer, a project with a clear start and end date or a product 
which is replacing an existing product that is currently being phased out. However, minor 
variants or design changes for existing products are not considered as NPIs. (Company X 
2015a.) 
 
Original equipment manufacturer (later OEM): An original manufacturer of a complete 
end product. Also, in some cases it relates to a sub-assembly which is used in another 
firm’s end product. (Business Dictionary 2015.) 
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Request for quotation (later RFQ): A solicitation document which is sent to prospective 
suppliers to provide detailed information, e.g. costs and delivery schedule, regarding the 
completion of a specific product or project. (Mhay & Coburn) 
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2 Theoretical framework 
Theoretical framework focuses on different possibilities to approach various pricing cases 
by using some of the most frequently used pricing strategies (table 2). Chapter 2.1 deals 
specifically with cost-based pricing methods. The chapter starts from the cost recognition 
process and then proceeds to mark-up pricing (or also known as cost-plus pricing) and 
target-return pricing. According to Kotler & Keller (2009, 240), both of these strategies are 
widely used and hereby worth assessing. 
 
In chapter 2.2 the mindset shifts from cost-based thinking to overall competition field in the 
market. Some commonly used strategies to enter the market, such as penetration or pred-
atory pricing methods, are reviewed in this chapter. Also some other popular competition-
based strategies such as market skimming and competitor parity pricing are handled in 
chapter 2.2. Finally, in chapter 2.3 the study goes through the concept of value-based 
pricing, which is, according to Macdivitt (2013, 154) and Stiving (2012), the most produc-
tive pricing method in general. In value-based thinking, the focus will be on customer 
value rather than underlying costs or competitors’ prices. 
 
Table 2. Theoretical framework for the study. 
 
 
 
When setting prices, there are three common ways to approach the topic. In this context, 
the first method is called mark-up, or in other words, cost-plus pricing. With this approach, 
the management is able to keep a tight internal control over the costing and pricing pro-
cess in general. In this strategy the company calculates average costs for the operations 
and adds usually a standard mark-up on top of this, referring literally to the “cost-plus” 
thinking. It is widely stated that this strategy is a rather simple way of conduct pricing. 
However, a sophisticated version of this method is called target-return pricing, in which 
Theoretical framework
Cost-based pricing
(Chapter 2.1)
• Cost recognition
• Mark-up pricing
• Target-return pricing
Competition-based pricing
(Chapter 2.2)
• Competitor parity pricing
• Penetration pricing
• Predatory pricing
• Market skimming
Value-based pricing
(Chapter 2.3)
•Creating customer value
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the cost of capital and volume fluctuations through the business cycle is taken into ac-
count in the price preparations. However, all the cost-based strategies ignores the under-
lying market prices as the basis for the calculations is the company’s own cost base. (Ko-
tler & Keller 2009, 238-240; Shapiro & Jackson.) 
 
Another widely used approach is closely linked to the competitors’ price levels. Here, a 
company identifies similar products or services from the market and aligns its prices close 
to its rivals. Competition-based strategies assume that the companies in the industry have 
identical position in the market, reputation and cost structure and hereby, the marketer ex-
ploits this information when setting prices. However in this context, a company may set a 
price slightly below or above the underlying market price, depending on the quality and 
other features of the product. If a company is able to identify its competitors’ prices, it ena-
bles a versatile price planning in accordance with its long-term strategy. (Kotler & Keller 
2009, 241-242; Macdivitt 2013, 110-111.) 
 
The third strategy in the theoretical framework is value-based approach, in which a com-
pany puts its focus fully on customers. According to Shapiro & Jackson, industrial compa-
nies rarely apply this strategy as it requires a lot of work to assess the created value to the 
customer. In addition, this might be very difficult to carry out properly in certain circum-
stances. Given the challenging market environment, however, this strategy has become 
more popular. It can be stated that with this strategy, the company can achieve the most 
productive and ideal pricing structure over time. (Macdivitt 2013, 154-155; Shapiro & Jack-
son.) 
 
2.1 Cost-based pricing 
According to Kotler & Armstrong (2010, 319), perceptions of customer value usually sets 
the price ceiling, whereas the company’s costs correspondingly determine the floor for the 
price that the firm is able to charge. With that said, cost-based pricing is a process where 
prices are set based on costs incurred in production, distribution and selling activities. On 
top of that, a company sets a decent profit mark-up for its risk and endeavour. In this strat-
egy, a company’s cost base plays a very important role in the overall pricing process. (Ko-
tler & Armstrong 2010, 319; Macdivitt 2013, 91-92.) 
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2.1.1 Different types of costs 
Costs can be divided into fixed and variable costs. Fixed costs, or also known as over-
heads, do not change with the level of sales or production itself and therefore are more or 
less fixed and stable by nature. However, in the long-term the company can adjust its 
fixed cost base to meet the demand. These costs can be for example rents of the factory 
premises, heating costs, managerial salaries, insurance costs or simply office expenses 
related to IT equipment and software licenses. (Kotler & Armstrong 2010, 319-320.) 
 
On the contrary, variable costs do change in relation with the level of production. Usually 
the most significant variable costs are direct materials, which are needed to manufacture 
the product, e.g. steel, plastic or some other material that will eventually be a part of the 
finished product, and direct labour costs that are directly needed in different manufactur-
ing processes, e.g. welders, painters or assembly line workers. Usually these kinds of 
costs are more or less the same per one unit manufactured and thus, the total amount of 
variable costs fully depend on the number of products manufactured. (Accounting Tools 
2015b; Kotler & Armstrong 2010, 320.) 
 
Total cost base is simply a sum of variable and fixed costs together at any given volume 
level of production. It is in the management’s interest to charge at least the variable costs 
when selling a product since that is the absolute minimum amount of direct costs that has 
incurred for the company during the production of that particular product. An accurate as-
sessment of the total costs incurred in production gives a good foundation to the actual 
pricing phase. (Kotler & Armstrong 2010, 320; Macdivitt 2013, 92.) 
 
According to Kotler & Armstrong (2010, 320), it is crucial that a company oversees its cost 
base thoroughly in order to be competitive in the market. If a company, for one reason or 
another, has higher costs to carry out than its competitors, either it needs to accept 
smaller profit margins or charge higher sales prices to maintain its competitive advantage. 
(Kotler & Armstrong 2010, 320.) 
 
2.1.2 Mark-up pricing 
Maybe the most elementary pricing method is to count in the total amount of production 
costs and add a defined mark-up on top of that, as illustrated in Figure 1. The mark-up 
might be for example a fixed percentage share, absolute profit target to be achieved in 
cash or simply a mark-up set by custom and experience. Generally speaking, it can be 
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said that mark-up pricing is a very commonly used method for several different reasons. 
(Kotler & Armstrong 2010, 321-322; Macdivitt 2013, 92.) 
 
 
 
Figure 1. Illustration of mark-up pricing (also known as cost-plus pricing).  
 
Firstly, the mark-up pricing is a somewhat simple process as it is much easier to calculate 
the production costs than assess for example the current demand level in the market. It is 
also challenging to estimate the form of the company’s demand curve and therefore it is 
not effortless to foresee the reaction to any price alteration. Management usually identifies 
production related costs accurately, but knowing any other factor that could be used to 
price a product is much more difficult. Also, by tying the cost to price, sellers simplify the 
pricing process as they do not need to adjust calculations when the underlying demand 
moves around. This procedure deducts the cost of decision-making in a market which is 
uncertain and where know-how is incomplete. (Boundless 2015; Kotler & Armstrong 2010, 
321-322.) 
 
Secondly, if all companies in the industry use this procedure, prices tend to be more or 
less equal, which also minimizes price competition. Kotler & Armstrong (2010, 322) also 
points out that “many people feel that cost-plus pricing is more fair to both buyers and 
sellers. Sellers earn a fair return on their investment but do not take advantage of buyers 
when buyers’ demand becomes great”.  
 
To mention some of the disadvantages, Kotler & Armstrong (2010, 322) criticizes the 
mark-up pricing as it ignores competitors’ prices, perceived value as well as underlying 
demand level in the market. Due to this, it is not probable that a standard mark-up leads to 
optimal pricing. In addition, mark-up pricing works only in a situation in which the price 
contributes an anticipated amount of sales, or in other words, anticipated number of units 
sold with that price. Otherwise, if the sales falls short of the targeted amount, costs might 
be higher than originally estimated. (Kotler & Keller 2009, 240.) 
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One variation of mark-up pricing is called contribution-based pricing, or simply contribution 
pricing. In this method, a firm aims to maximize the contribution per one product or service 
sold. Generally, contribution can be defined as a difference between the sales price and 
amount of variable costs incurred in production. In this method, variable costs are pre-
sumed to be unchangeable per unit and hence, represent a contribution to fixed costs and 
profit. The total contribution to profit from all the products and services sold, minus all the 
fixed costs that the company bears, results to the company’s operating income. (Macdivitt 
2013, 98-99.) 
 
By using this approach, the allocation of fixed costs plays an important role when analys-
ing and making decisions based on product profitability calculations. For example, mis-
guidedly allocated overheads can make a product look unprofitable, and this can lead the 
management to execute erroneous decisions. And with that said, in some cases it can be 
a challenge to find out the true or realistic situation in terms of appropriate cost structure 
and profitability for a specific product. (Macdivitt 2013, 99-101.) 
 
2.1.3 Target-return pricing and break-even analysis  
Another cost-oriented pricing method is called target-return pricing. According to Kotler & 
Keller (2009, 240), in this strategy “the firm determines the price that would yield its target 
rate of return on investment (ROI)”. In order to calculate a target-return price, the firm 
needs to know the cost of producing one unit, cost of investment, a targeted return on the 
investment and an estimated amount of units sold in total. The formula for accomplishing 
the calculation is presented in figure 2. (Kotler & Keller 2009, 240.) 
 
 
 
Figure 2. Calculation formula for a target-return price. 
 
A desired return is realized if the cost base and number of units sold remains at the esti-
mated level. However, if the unit sales will not materialize, the producer can draft a break-
even chart to illustrate the behaviour between the total net sales versus total costs in vari-
ous sales volume scenarios. In break-even calculations, fixed costs are assumed to re-
main the same despite of sales volumes and variable costs constant per one unit pro-
duced. Figure 3 demonstrates the calculation procedure for the break-even analysis. (Ko-
tler & Keller 2009, 240.) 
 
Desired return * Invested capital
Unit sales
Target-return price  =  unit cost + 
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Figure 3. Calculation formula for volume that results in break-even. 
 
In break-even chart, total costs can be stated to equal to the sum of fixed costs, which will 
remain the same regardless of units sold, and variable costs, which will be constant per 
unit produced, in corresponding sales volumes. Furthermore, total net sales and total cost 
curves both rise with one extra unit produced and sold. From a break-even chart one can 
also perceive the break-even point by measuring where the total net sales curve crosses 
the total cost curve. At this point, the firm will break even, and above that, it starts to gen-
erate profit. (Kotler & Keller 2009, 240.) 
 
 
 
Figure 4. An example of break-even chart. 
 
Behaviour between the total cost curve and net sales curve has been demonstrated in 
Figure 4. In this case, if a company sells 60 units of its products, it will result to break-
even, or other words, zero profit. However, one can also notice that if the company man-
ages to increase its sales to, for example, 100 units, it would already make a decent 
amount of profit. Generally, it can be stated that when the volumes are below the break-
even point, a company makes loss and, vice versa, with volumes above the break-even 
point, it starts to make profit. In this context, a company should also aim to reduce its vari-
able and fixed cost base as it would result in lower break-even point. (Kotler & Keller 
2009, 241.) 
 
Fixed costs
Price - Variable costs
Volume that results in break-even  =
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With regards to target-return pricing in general, Kotler & Armstrong (2010, 322) points out 
that this approach ignores the consequences and impacts of price changes. For example, 
if a firm would increase its unit sales prices, it would not need to sell that much to reach 
the targeted profit level. In order to execute the premeditated price changes, the manufac-
turer should be aware of its competitors’ prices and the product’s price elasticity. For ex-
ample, with higher sales price, it might not be able to sell even that slightly lower volume. 
Theoretically, if the product’s demand is elastic, the company experiences a material 
change in the quantity demanded as a consequence from a minor price adjustment. On 
the contrary, if the change in the demanded quantity is minor but price alteration signifi-
cant, the demand can be described to be inelastic. (Blythe 2005, 170.) 
 
 
2.2 Competition-based pricing 
In this chapter, the focus is on competition-based pricing strategies as well as in ad-
vantages and disadvantages in this context. According to Raju & Zhang (2010), competi-
tion-based pricing, or also known as competitor-based pricing, is the second most used 
pricing method in general, mostly due to its simplicity and rather safe characteristics.  
 
In competition-based pricing process, the fundamental purpose is to identify similar prod-
ucts and services from the underlying market segment and compare those commodities to 
the firm’s own products. After comparing the features and quality of company’s own prod-
ucts with the competitive commodities in the market, the firm establishes its own view on 
how its products should be placed and valued in that particular market. (Macdivitt 2013, 
109; Raju & Zhang 2010.) 
 
In order to do this, the company needs information concerning its competitors’ products. 
Macdivitt (2013, 109) points out that even though the competition-based pricing approach 
is a very tempting method to conduct pricing, it is considerably easier to achieve in busi-
ness-to-consumer surroundings because in many cases, the pricing data, as well as other 
product or service specifications, are much more difficult to get in hands in business-to-
business environment. (Macdivitt 2013, 109.) 
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2.2.1 Competitor parity and going-rate pricing 
When a company aligns its prices very close to its competitors’ corresponding ones, the 
method is called competitor parity pricing or going-rate pricing. When applying this ap-
proach, a firm needs to understand and recognize the closest rivals and their current price 
levels for similar products. By doing this, the firm receives an indication of the reference 
price in that particular market and based on that information, it is able to assess its own 
products against the competitors’ products. (Blythe 2005, 178-179.) 
 
Kotler & Keller (2009, 242) states that some smaller companies for example might want to 
follow their bigger competitors’ price levels to keep up in the competition. In other words, 
they are consciously aligning their prices with the bigger companies’ corresponding ones 
and, hereby, ignoring their own cost development or demand in the market. (Blythe 2005, 
178-179; Kotler & Keller 2009, 241-242.) 
 
After the firm has created an understanding of the current offering and price range for sim-
ilar products, the firm needs to assess and place its own product against them. Here, firms 
need to analyze several factors including price, product information and specification, 
quality and performance, supplier reputation, brand as well as other pertinent circum-
stances that might have an effect to the pricing. (Macdivitt 2013, 110.) 
 
Figure 5 illustrates a typical case where a firm has identified, first of all, its competitors 
from the market and secondly, their prices for a closest similar product. This way the com-
pany can form a market reference price for the baseline for its own products. However, af-
ter having assessed all the factors, including price, the company can end up going with 
slightly higher or lower than the reference price. In the chart below, P1 might represent a 
moderately poorer product as the company sets a price slightly below the reference level. 
On the contrary, P2 might be a better-than-average product and therefore, the firm wants 
to charge a higher price for it. (Kotler & Keller 2009, 241-242; Macdivitt 2013, 110-111.) 
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Figure 5. An example of going-rate and competitor parity pricing. 
 
Macdivitt 2013 (109-110; 119) deliberates some of the disadvantages and risks related to 
this type of approach. Normally the comparison or benchmarking process is made based 
on assumptions and estimations, which may sometimes lead to an inappropriate outcome 
when positioning the company’s products against competitors’ respective ones. Also, in 
certain cases the available data may be outdated or completely irrelevant. For instance, a 
firm can speculate incorrectly with certain information regarding a specific product, be-
cause the price may not be the first priority among the customers. (Macdivitt 2013, 109-
110; 119.) 
 
2.2.2 Penetration and predatory pricing 
In penetration pricing, the fundamental purpose is to gain a large market share in a short 
period of time. In practice, a firm sets a relatively low price for its product and counts on 
the assumption that the procedure will attract a number of new buyers. To support the the-
ory, Blythe (2005, 179) elaborates that this is often the case because the buyers will usu-
ally get better value for their money when prices are set lower than normally. If the com-
pany is successful with its plan and manages to increase sales volumes as expected, as a 
result, its total production costs will decrease and even further price reductions might be 
possible to implement. (Blythe 2005, 179; Kotler & Armstrong 2010, 337.) 
 
Predatory pricing can be determined to be even more extreme way to enter a new market 
than the penetration method. In fact, here the target is to bankrupt the competition com-
  
15 
pletely and conquer the market with prices even lower than the cost of production. It is vi-
tal, first of all, for the entrant to be financially sound, and secondly, that the competitors 
are not able to sustain a long price war. (Blythe 2005, 179; Macdivitt 2013, 115.) 
 
If these conditions are not met, the attempt might not be victorious. This strategy is gener-
ally applied by big corporations who are planning to expand their businesses into new 
markets and usually have no other competitive advantages to outperform its competitors. 
This strategy leads sometimes to ultimate dumping of goods which, however, has consid-
ered to be illegal under the international trade rules. (Blythe 2005, 179.) 
 
Kotler & Armstrong (2010) list three important points that should be fulfilled in order to 
make this kind of strategy work. Firstly, the underlying market needs to be price sensitive, 
i.e. where product’s demand changes remarkably in response to price increase or de-
crease. Second point emphasizes the importance of falling distribution and production 
costs as sales volume grows. With higher sales volumes, the company should be able to 
get a better contribution for its low sales prices and as a result, it manages to produce 
goods even cheaper going forward. (Kotler & Armstrong 2010, 337.) 
 
The last point relates to price advantage over the competitors. If the company decides to 
use this aggressive strategy in order to penetrate the market, the firm must keep its low-
price status at least for a while or otherwise it may be just an interim situation and benefit. 
The low price level must also keep the competitors reluctant to be part of the competition. 
With this said, the firm needs to do research concerning its competitors’ products and their 
corresponding prices in order to implement the strategy correctly. (Kotler & Armstrong 
2010, 337.) 
 
2.2.3 Market skimming  
Price or market skimming can be said to be the opposite of market penetration strategy as 
it can be perceived from figure 6. When applying this strategy, firms literally skim the mar-
ket, i.e. attract the customers that are the most enthusiastic about the product and thus 
willing to pay a higher price for it at first. When the sales has leveled off, companies start 
to skim the next layer of the market by gradually cutting their prices and attracting new 
customers. Kotler & Armstrong (2010, 336) elucidates that many firms that have invented 
a new product exploit this approach in order to skim the maximum revenues from a certain 
market. (Kotler & Armstrong 2010, 336; Stiving 2012.) 
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Figure 6. The difference between penetration pricing strategy and market skimming 
method. 
 
Blythe (2005, 177) seconds that many companies operating in consumer electronics mar-
ket uses this pricing approach as they launch new premium products with advanced tech-
nology. In many cases this is due to the fact that companies are able to establish a tech-
nological advantage over its rivals and under these circumstances, the company might 
want to take advantage of the situation and price its unique products higher at first. (Blythe 
2005, 177; Stiving 2012.) 
 
To execute this strategy successfully, it is crucial that the product itself is high quality and 
hence supports the costly price. Also, the product must have at least a moderate demand 
with the initial higher price and, in addition, the firm should not have too high production 
costs with the lower volumes or otherwise it will lose its benefit of skimming the market in 
early stages. It should be also taken into account, that when a firm adjusts its prices down 
with the aim of attracting more customers from price sensitive market segments, it will 
also make more room for competition. (Kotler & Armstrong 2010, 336.) 
 
In a case where a product utilizes for example the latest technology or otherwise offers 
something new and unique for the customers, it may be difficult for the rivals to enter the 
market and undercut the initial higher price without making loss. If this is the case, it usu-
ally makes it worthwhile for the company to stick with this strategy. (Kotler & Armstrong 
2010, 336.) 
 
Time
P
ri
ce Penetration 
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2.3 Value-based pricing 
Whereas cost-based pricing methods take into account the company’s underlying cost 
base or competition-based approaches competitors’ products and their corresponding 
prices, value-based pricing focuses on the advantages and benefits that the purchaser ac-
quires when buying a product or service. Unlike cost-based or competition-based meth-
ods, value-based pricing starts from the assessment of customer’s needs, and to be more 
specific, how they perceive the value of the product or service. (Hollensen 2012, 81; Ko-
tler & Armstrong 2010, 315.) 
 
The value for the customer can be created in various circumstances and, according to 
Hollensen (2012, 81), “the components driving customer benefits include product values, 
service values, technical values and commitment value”. Moreover, Macdivitt (2013, 149, 
156-158) points out that the customer benefit can be analysed in economic terms, i.e. 
gains in revenue or possible reductions in production costs, as well as emotional terms, 
meaning e.g. better availability for spare parts and better expectation for durability. 
 
In order to provide superior value to the customer, it is crucial that the firm is able to differ-
entiate its products and services from its rivals’ equivalents or otherwise it cannot charge 
for superior prices. Also, in order to succeed with this strategy, the company needs to 
know a lot about its customers’ businesses and markets. If this information is not availa-
ble, it will be a challenge to designate the advantages and added value for a case. 
(Macdivitt 2013, 154-155.) 
 
Each customer can be considered as different by nature and on top of that, the product or 
service the company sells is likely to provide a different value and benefit to each of them. 
This leads to diverse pricing pretty much in all cases and therefore requires significant 
amount of effort by the firm. (Macdivitt 2013, 154-155.) 
 
When considering a value-based price in practice, several factors need to be taken into 
account. Typically the process can be initiated by assessing the impact for cost reduc-
tions, revenue gains, improvements in productivity or simply reductions in hassle time. If 
the firm has the necessary information about the customer’s business, it should be able to 
designate the possible revenue gains and cost reductions. On the other hand, the emo-
tional contribution can be more difficult to estimate. With that said, the emotional contribu-
tion, or sometimes also called as negotiation corridor, is a part of the selling argument. 
Figure 7 demonstrates the typical value-based price building process. (Macdivitt 2013, 
155.) 
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Figure 7. Building a value-based price from the components that are considered to be 
beneficial for the customer. 
 
In addition, Shapiro & Jackson points out that industrial marketers have usually shied 
away from value-based pricing approach. In industrial environment, it is rather difficult to 
implement as it requires continuous effort and background research by the company. 
However, due to challenging market environment in recent times, such a precise customer 
and value-based approach could be beneficial for a firm. (Shapiro & Jackson.) 
 
In addition, Shapiro & Jackson list four things that industrial product marketers need to do 
when making pricing related decisions. The first thing refers to an understanding of the 
product’s total use. This means that a company should analyse how important that spe-
cific component is in terms of the end product. Secondly, a firm should assess the benefit 
variables of the component, i.e. how the customer benefits from the product manufac-
tured. After understanding the total end product and its intended use, a supplier company 
can develop a more complex view of the case. (Shapiro & Jackson.) 
 
Third point relates to an understanding of the cost variables. Here, a manager should ap-
ply life-cycle cost accounting, i.e. calculating costs incurred in various production pro-
cesses over the lifetime of that component. Finally, if the customer is making cost-benefit 
trade-offs, the supplier company should use the same way of thinking when approaching 
the customer. In several industrial markets it is possible to determine some sort of perfor-
mance-price relation. With the aim of maximizing the ratio the company can better negoti-
ate with the customer. By combining the above mentioned points, industrial marketer 
should have the necessary tools to approach pricing from customer and value-based per-
spective. (Shapiro & Jackson.) 
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3 Applied processes in the target company 
In this chapter the objective is to describe the current processes that the target company 
applies in pricing related activities. A general overview of the sales case management pro-
cess, principles for hourly rate calculations and cost analysis as well as the actual steps 
towards the final pricing decision are all closely related to the subject and are covered in 
the empirical part of this study. Additionally, it might be the case that one potential busi-
ness case requires significant amount of investments and therefore the target company’s 
capex review process is handled in this chapter as well. 
 
Foundation for the empirical part was collected by four individual interviews conducted 
within the target company. The frame for the interviews (Appendix 1) was prepared in ad-
vance to achieve the most successful results. Two of the interviewees are working as 
Sales Managers at the target company’s Hungarian and Polish production sites. Sales 
Managers work as the head of the unit’s sales and marketing and are responsible for cus-
tomer support and management as well. The third interviewee works at the company’s 
headquarters as Vice President in Sales and finally, the fourth participant was selected to 
be the CFO and Deputy CEO of the company. 
 
The Sales Managers were chosen to be part of this research as they both have a great 
deal of experience in heavy equipment industry, and hereby are familiar with the business 
environment in general. The Vice President in Sales brought strategic Group level insights 
and, on top of these, the CFO and Deputy CEO of the company added some valuable fi-
nancial aspects to the subject matter. Overall it can be stated that the interviewees 
brought highly professional and useful comments from slightly different point of views that 
enabled an in-depth overview of the underlying processes used in the target company. 
 
3.1 Sales case management process 
The target company’s sales case management process is described in figure 8. The pro-
cess matrix comprises several different phases and can be applied basically in all new 
business cases. The owner of the entire process is the company’s sales organization and 
more specifically the Vice President of the respective business unit. (Company X 2015c.) 
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Figure 8. Sales case management process in the target company. 
 
According to the company’s Vice President in Sales, the process starts from screening 
and entering new prospective cases. Practically this phase includes evaluation of the busi-
ness potential and manufacturing possibilities according to production segmentation and 
business unit growth strategies. Hereby the key focus should be on identifying appropriate 
manufacturing locations and capabilities. The key deliverable in this phase is to recognize 
and filter the conceivable business potential and decide if the case should be rejected in-
stantly without more detailed analysis or pursued further. At this stage, initial discussions 
with the customer should be in place in order to identify the fundamental objectives and 
needs of the customer and thus, make the appropriate decision. 
 
If the opportunity seems feasible at a first glance and passes the initial screening phase 
with a go decision, the company receives a request for quotation (RFQ) from the cus-
tomer. Thereafter the case is considered to be an opportunity rather than a prospect. 
However, further validation work is still to be carried out regarding the feasibility of the op-
portunity, especially against the product segmentation. Also, the scope of the opportunity 
and RFQ requirements should be communicated in details when receiving the actual re-
quest for quotation. Based on the RFQ, the Sales Managers start to calculate the costs of 
manufacturing the product. The key deliverables in this stage includes final suitability deci-
sion and correct business site allocation based on specific product information obtained 
from the RFQ. 
 
Solution development and competitive costing phase focuses on creating a plan for manu-
facturing execution and supply chain set-up. Recognizing and defining the possible risks 
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in manufacturing processes is crucial in this phase to create a holistic view on the busi-
ness case from manufacturing point of view. Also, calculating costs accordingly and verify-
ing that potential productivity improvements are taken into account relates closely to this 
stage. After conducting an initial cost calculation, the sales organization should have a 
good view on the case in general.  
 
As a result of this stage, the sales team involved should come up with updated execution 
plan, finalised costing and pricing template, requirement analysis as well as an assess-
ment of the fixed cost coverage or possible increases in that sense. The new product im-
plementation team should also be informed about the new possible project. 
 
Once the business case has passed all the suitability screenings and initial costing and 
pricing template is filled, the final sales price proposal should be set. All the needed mate-
rial for finalizing the offer should be collected as well. In this stage, the respective Sales 
Manager summons a costing and pricing review meeting with proper participants, depend-
ing on the size of the potential case.  
 
In the review meeting the purpose is to go through the business case as a whole. In-depth 
review of the cost components are to be challenged as well as calculated manufacturing 
hours for different production activities. The underlying frame agreement and commercial 
terms of the case should also be discussed. After reviews and strategic discussions, par-
ticipants finalize the conclusive offer and prepare a negotiation strategy for the customer. 
Key deliverable in this phase is to have a common view on the case in terms of costing 
and pricing.  
 
Once the case has proceeded to sales negotiation phase, the team verify that the offer is 
made according to all requirements. After the offer is considered to be final, a Sales Man-
ager submits the offer and starts to negotiate the commercial terms with the customer. Ad-
ditionally, offer is to be documented and initial contract proposal to be presented at this 
stage.  
 
The final meeting concerning the case is named to be a contract review meeting. The par-
ticipants are the same than in costing and pricing review meeting and the purpose here is 
to be sure that the case is in line with previously discussed commercial terms, and that the 
profitability and pricing corresponds to agreed levels. The team verifies the contract in all 
aspects and makes the final decision. If the case is approved, the contract will be signed 
and execution plan finalized. After all this, the project will be handed to the NPI project 
team and ramp-up process of the product may begin. 
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3.2 Principles for hourly rate calculations 
In order to sell a certain product, a manufacturing company needs to know how much 
does it actually cost to produce it. With this said, the target company applies calculated 
hourly rates for different production activities. Hourly rates are calculated for activities that 
are clearly distinguishable and have different rates per hour. For example, individual rates 
are to be calculated for various machines such as welding robots or machining centers, 
and for manual operations such as welding, painting and sub-assembly, to name a few. 
These activities may differ from unit to unit and need to be determined by the local busi-
ness site leadership team and thereafter reviewed together with the group finance depart-
ment. (Company X 2015d.) 
 
When determining the backgrounds and assumptions for the hourly rate calculations, nor-
mal capacity of the factory should be used. According to the target company’s definition, 
normal capacity means the average level of operations of the factory that is sufficient to 
fulfill the demand of the factory’s products throughout the seasonal and annual fluctuation. 
Respectively, production hours to be used in the calculations must realistically correspond 
with the definition of normal capacity. 
 
Cost base to be used in the calculations should be based on the forecasted costs on the 
profit and loss statement of the factory, which are then adjusted to be in line with the defi-
nition of normal capacity. If needed, the production sites might adjust their numbers, for 
example to exclude one-off items or other special cases, but the audit trail need be main-
tained if the cost base differs significantly from the forecasted costs.  
 
Allocation of costs related to real estates, such as depreciations, heating, cleaning, and 
rents are determined based on the square meters of the factory. On the other hand, de-
preciations of machines are allocated by the hours of machine usage. Fixed costs related 
to white-collars, such are direct salaries, IT expenses and business trips are allocated by 
man hours. 
 
The available maximum annual man hours per site are based on the paid hours of the 
personnel. Vacations, national holidays and similar country-specific non-working days are 
deducted from the paid hours and the efficiency of the personnel is taken into account to 
get the actual amount of hours available for production. Generally, the available man 
hours per annum are estimated to be 85 per cent of the paid hours after vacations and 
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holidays. In other words, 85 per cent is used as a general efficiency level in the calcula-
tions. 
 
Efficiency in hour rate calculations determines the gap between the total time the employ-
ees are at work and the time they use for work that adds value to customers. The point of 
this is to determine the cost for the actual hour the personnel uses in production. The ac-
tivities that are removed from the total time at work are for example lunch and coffee 
breaks, team meetings and other similar activities that are not related to production. If 
there is no better or more accurate follow-up system for efficiency available, a general 
multiple of 85 per cent is used for it. However, if the systems at the production site allow a 
more accurate data regarding the efficiency tracking, the site may use the actual efficiency 
number as long as there is valid documentation to support the applied multiple. 
 
3.3 Cost recognition process  
When assessing a new business case as a whole, the target company uses a sales case 
management template that includes all the necessary information about the potential busi-
ness case. The template contains five different parts: basic data for scoping the oppor-
tunity and its competitive landscape, drawings to illustrate the case in details, execution 
plan and background information for manufacturing planning and costing and pricing pur-
poses, costing summary for detailed cost calculations and finally, pricing summary for 
price simulation. For example, execution plan and background information provide im-
portant details for cost calculation purposes and therefore are all linked to each other in 
one way or another. 
 
In practice the template is used to collect the information concerning offers and for com-
municating them internally. It is also used as an input information in sales review meet-
ings. Thus, its structure and costing philosophy is controlled to be similar regardless of the 
production site. This also ensures that new business cases are handled through the same 
process every time. 
 
Table 3 enlightens the costing part of the sales case management template. All the cost 
components are shown in separated sections, including transportation and forwarding, 
material costs and product manufacturing costs. In addition, if part of the operations have 
been purchased as subcontracted work, the cost of that activity is to be included in the 
template as well.  
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Table 3. Typical cost analysis conducted for a new business case. 
 
Transportation and forwarding 150 €        
€ Remarks €
Sales freights 150 Truck transportation 150
Transportation total 150
Material costs 880 €        
Gross 
weight
Cost €
Steel 800 kg 1 000 €/ton 800
Paints 80 € 80
Other 0 € 0
Material cost 880
Product manufacturing 2 150 €    
Activity Own work €
Welding 35 h 28.00 8.50 7.50 2.00 46.00 1 610
Painting 12 h 28.00 6.50 7.50 3.00 45.00 540
Product manufacturing total 47 h 2 150
Expenses Total 3 180 €    
Total 
hourly 
cost €/h
Fixed 
costs €/h
Depreciat
ions €/h
Variable 
salary €/h
Variable 
other 
costs €/h
  
 
 
In this illustrative, but still typical, example the cost analysis has been conducted by using 
hourly rates for manual welding and painting activities, underlying market price for raw 
materials, which in this case refer to paints and steel. Indicative price for transportation 
services is available as well. The overall purpose of conducting the calculations in accord-
ance with this procedure is that the cost breakdown would be easily available and can be 
assessed further in detail if deemed necessary.  
 
When assessing a case like this, the team knows precisely what kind of steel and paints 
should be used in the product and hereby calculates the price for bill of materials accord-
ingly. The product in question weighs 800 kilograms and the market price for appropriate 
steel equals EUR 1,000 per ton, the cost of steel in this product totals EUR 800. In addi-
tion to this, paints are identified to cost EUR 80 and thus the total material costs amount to 
EUR 880. Furthermore, the Sales Manager at the business site foresees transportation to 
cost EUR 150 to the customer’s facilities.  
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With the help of Production Engineers and Production Managers, the Sales Manager re-
views the business case and estimates that in normal serial production phase, 35 hours of 
welding and 12 hours of painting are deemed necessary in order to manufacture the of-
fered product. Each production activity has its own hourly cost, i.e. cost that is calculated 
by finance team and represent theoretical hourly cost of that specific activity in a situation 
where the factory is running at its normal capacity. 
 
Based on exemplary calculations, hourly rates for welding and painting activities total EUR 
46 and EUR 45, respectively. With 35 hours of welding, it can be stated that the total 
welding process costs EUR 1,610 in this exemplary case. Likewise with 12 hours of paint-
ing, the overall painting activity totals EUR 540. Calculating these together, product manu-
facturing process in total is estimated to amount EUR 2,150 and hereby represents the 
largest part of the cost components.  
 
With the information available and the best assessment of production hours at hand, it can 
be calculated that the manufacturing of this product costs EUR 3,180 in total. In other 
words, with this sales price the company would end up making break-even and with a 
sales price above this, the company start to make profit.   
 
3.4 Approaching the pricing decision 
Once the cost calculations are completed, the foundation is ready for further analysis.  
Subsequently the Sales Managers start to think through how the potential case should be 
approached from pricing point of view. Basically the underlying pricing method in the tar-
get company is cost-plus method (or in other words mark-up pricing) with some adjust-
ments made based upon the case.  
 
Normally the Sales Managers add mark-ups to different cost activities, such as transporta-
tion, purchased materials, manufacturing activities and subcontracting. Usually the applied 
margin is lower for transportation and purchased materials and somewhat higher for differ-
ent manufacturing activities, such as material preparation, product manufacturing and 
product finishing. Desired mark-up for manufacturing activities may vary substantially de-
pending on the case.  
 
As an example, table 4 demonstrates a typical pricing case where mark-ups have been 
added for material items and product manufacturing activities. In this case the proposed 
mark-ups are 7% and 12%, respectively. However, in certain cases desired mark-ups 
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might be substantially higher, even 20-30 per cent. Sales Managers usually have a good 
concept what are the possibilities and limits in the business case in question. 
 
Table 4. Typical mark-up pricing approach for a new business case. 
 
Sales price and profit margins
Sales price
€ 3 500 22.2 % 778 € 12.2 % 426 9.1 % 320 €
€ 3 500 778 € 426 320 €
Sales price simulation
Mark up
€ %
Transportation 150 0 %
Materials 880 7 %
Product manufacturing 2 150 12 %
3 180Σ 
EBITA
Expenses
Price 
simulation
EBITDAGross Margin
150
942
2 408
3 500
€
 
According to this example, the company obtains a profit of EUR 320 or 9.1% (EBITA) for 
each product sold, given that the customer accepts this offer and the company is actually 
able to perform within the calculated hours. According to the Vice President in Sales and 
Sales Manager in Eastern Europe, the biggest risk for not reaching the calculated profita-
bility levels is probably due to the fact that the calculation team has underestimated the 
required hours per activity. If that is the case, budgeted hours for manufacturing pro-
cesses will not hold and actual profitability is less than initially estimated. In this situation, 
the company could try to re-negotiate the price with the customer or improve its own pro-
cesses towards a more effective direction.  
 
With that said, it can be demonstrated how the leaner or less effective production process 
affects to profitability. Let us assume that the firm is able to optimize and enhance the pro-
duction processes and manufacture the product in 33 hours in terms of welding and in 11 
hours in terms of painting. Hereby, the firm is able to operate constantly under the calcu-
lated standard hours. In this case that would mean total of 3 hours faster production oper-
ations than initially calculated. As a result of this improvement, the company would now 
make a profit of EUR 457 per product, or 13% EBITA, given that the sales price remains 
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the same as before. Overall in this example, the firm would end up making almost 4 per-
centage points better margin than in the first place.  
 
On the other hand, if the company has underestimated the required hours and conducted 
the calculation with too optimistic assumptions, the outcome might be much worse than 
planned. For example, if the company’s actual performance is 5 hours worse in terms of 
welding, the EBITA would decrease to 2.6%, meaning 6.5 percentage points worse mar-
gin than originally planned.  
 
Figure 9 clarifies the demonstrated business case in a more detailed way. Product manu-
facturing processes represent the biggest part of the sold activities, amounting to 68.8% of 
net sales, taking into account the manufacturing mark-up of 12%. In this particular prod-
uct, material ratio is rather low, 26.9% but in general, the material share may vary signifi-
cantly depending on the product. On top of these, transportation services equal to 4.3%. 
 
 
 
Figure 9. Waterfall breakdown of cost components as well as desired profit mark-ups. 
 
In the light of these examples, it is easy to state that the calculated hours play a significant 
role in a single case. Usually the manufacturing hours are the most critical factor affecting 
to profitability since material prices and other cost elements are more or less identified in 
advance. According to the company’s Vice President in Sales, estimated production hours 
need to be challenged internally to verify that the offer is calculated on a solid foundation.  
 
3.5 Capex review process 
The CFO and Deputy CEO of the target company brings up that in the heavy equipment 
manufacturing business, investments are considered to be crucial part of operations. In 
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many cases the company is required to invest in either to smaller equipment or larger ma-
chinery in order to carry out the new incremental business. For example with a new ma-
chine, the production process may enhance substantially by removing a detected bottle-
neck or, on the other hand, the renewed machine may simply be substantially faster and 
better in terms of quality than the previous one, and hence result to more productive out-
come.  
 
With regards to this fact, the target company has defined a capex review process to first of 
all, monitor the forecasted capital expenditures across the production sites and secondly, 
to review the investment proposals according to the target company’s review process. De-
pending on the capex value, appropriate participants are to be invited to discuss and re-
view the investment proposal in question and then to decide whether or not it is accepted.  
 
The target firm’s capex process flow comprises the share of responsibilities regarding the 
proposal reviews, approval decisions and other actions in that area (Appendix 2). Under 
10 KEUR investments can be prepared and reviewed locally at the production site with 
relevant white-collar personnel. If the investment is deemed profitable, it can be accepted 
by the Site Director. When the capex value exceeds 10 KEUR but remains under 50 
KEUR, the case is proposed by Group Finance and approval decision made by the CFO 
of the company. Capex value between 50 and 300 KEUR is reviewed in a separate quar-
terly capex review meeting including the participants of the CEO, CFO, Group Finance, 
Division Heads as well as relevant production site personnel. Approval decision is made 
by the CEO and CFO in the review meeting.  
 
Finally, investment proposals that exceed 300 KEUR are assessed in the same quarterly 
capex review meeting than investments between 50 and 300 KEUR, but the final approval 
decision is now made in the Board of Directors’ meeting. It can be said that investments 
costing more than 300 KEUR are considered to be very substantial and therefore are ana-
lysed closely from all angles.  
 
Each production unit has its own capex monitoring template to be updated on a monthly 
basis. All the upcoming investments are listed in the monitoring tool by the local leader-
ship team in order to present the necessary capital expenditures to be made in the near 
future. Generally, these investments may be crucial as they support the existing business 
in one way or another, or otherwise are considered as an interesting opportunity to ex-
pand the operations.  
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Capex monitoring template includes information regarding the commitment of the invest-
ment, total capex value, timing of cash outflow, level of priority and the information if the 
investment is financed by leasing. This is all carried out in order to keep a close control 
over the investment pipeline and overall capital expenditures on consolidated group level. 
Based on the interviews, this also enables a detailed capex planning for the future. 
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4 Discussion 
In the fourth chapter the research goes through diverse business cases the target com-
pany may encounter. Generally speaking, a subcontractor operating in the engineering in-
dustry may face a variety of customer cases under different circumstances and therefore, 
it is essential to identify the characteristics of each case. By identifying the best practices, 
the company can make better operational and strategic decisions. For instance, pricing in 
a low versus high capacity utilization, pricing for special products or a business case that 
requires substantial investments can be approached from different angles. 
 
To conduct appropriate pricing decisions, one must be familiar with the market dynamics 
and trends in which the company operates. This includes the awareness of the company’s 
key competitors and their operating models as well as an understanding of what drives the 
industry in general. By knowing the market environment, the company can create a con-
ception of what are the possibilities and limitations in the industry and more importantly, 
how to distinguish and succeed in the market. 
 
4.1 Market dynamics and trends 
The commissioning organization operates in the heavy equipment market and focuses on 
welded structures, operator cabins and other assemblies as well as machining services 
primarily for the mobile machines sector (e.g. material handling, mining, construction etc.) 
in Europe. However, the company has exposure to certain other end-product segments as 
well, including e.g. energy and offshore sectors to some extent. With this said, the com-
pany’s market comprises the part of activities outsourced by OEMs. 
 
Outsourcing of component manufacturing among OEMs is expected to continue which 
should benefit the target company in general. By outsourcing some of the production ac-
tivities, OEMs are able to convert their fixed costs into variable costs and reduce capital 
employed. The rationale behind this course of action is related to the possibility to in-
crease flexibility and adapt to the underlying market conditions more easily. (Company X 
2015b.) 
 
Usually the original equipment manufacturers are looking for QDC optimization (quality, 
delivery and cost) as well as operational excellence among suppliers. Generally speaking, 
OEMs are trying to consolidate volumes to competitive, capable and sizeable suppliers, 
who can take over larger parts of the OEMs’ value chain. However, the integration be-
tween the OEMs and suppliers is considered to be tight due to relatively high switching 
  
31 
costs. Entry barriers can be substantial as well in some cases due to significant invest-
ments required by suppliers. On the other hand, this also deters potential new entrants 
and hereby creates more opportunities for the target company.  
 
4.2 Pricing for various products 
The target company is a recognized subcontractor for the engineering industry and serves 
its customers with wide offering of products. For example, the company might calculate an 
offer for a simple installation-ready welded component or a special and much more com-
plicated operator cabin into a totally new construction vehicle. Ergo, it is also vital to adapt 
the pricing practicalities and processes with regards to the business case in question. 
 
Given the fact that products can be significantly different by nature, it is not optimal to use 
similar pricing practices in every case. For example, if a simple welded steel frame which 
could be a high volume but low unit price type of product is priced, let’s say, with a fixed 
15% profit mark-up, the company might lose the case. This kind of product is rather easy 
to manufacture with sufficient level of quality and requires less special expertise than 
many other products. Also, there might be several competitors that are interested in that 
kind of business and, in general, that puts pressure to the margin expectations. 
  
Figure 10 demonstrates two totally different products in terms of unit price and annual vol-
ume expectations. In the graph below, Case A can be interpreted as a high volume and 
low unit price type of product and, on the contrary, Case B as a low volume but higher unit 
price kind of product. From pricing perspective, both of these cases are special can be ap-
proached from different angles. 
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Figure 10. Illustrative volume/price matrix. 
 
According to the CFO and Deputy CEO, the target company has a large exposure to-
wards low volume and high unit price end-products which, in this case, refer to the high-
lighted area in figure 10. Products such as large telescopic cranes, big piling machines, 
technologically advanced operator cabins and massive offshore products are identified to 
be part of this area.  
 
The highlighted area, where the Case B is located in the figure, can be interpreted as a 
rather volatile territory with some general fluctuations in demand. For example, Case B, 
i.e. high unit price and low annual volume product, could refer to a heavy sub-sea support-
ing structure manufactured for the offshore wind power industry or a massive offshore 
crane for the oil and gas sector. As the oil and gas companies have recently postponed 
their investment activities and reduced discretionary spending due to historically low oil 
prices, energy and offshore segments in general have been under pressure.  
 
For a subcontractor operating in this environment, this obviously means decreased de-
mand towards these kinds of offshore products and at least a challenging outlook in that 
sense. If a company is fully specialized in offshore business and has a large exposure to-
wards project business or low volume and high unit price type of products, it may be under 
strain during the bottom times of the business cycle. Hereby, a company may want to be 
Unit price
Annual volume
A
B
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involved in several market segments in terms of low volume products to avoid this kind of 
situation.  
 
Another demanding product group where the target company can deliver great deal of 
value is the operator cabin business. In this respect, the company can provide customer-
specific engineering services starting from concept design phase up to final assembly and 
product testing. Additionally, the company has production units that are specialized exclu-
sively in the cabin manufacturing and have a profound expertise in this field. Taking this 
into account, in general, the company should be able to charge appropriate margins in this 
business. 
 
In practice, the company could assess whereto the cabin eventually ends up and how it 
adds value to the customer. If the cabin is custom-made with customer-specific design 
and contains a lot of engineering and design work, this value-add work should be com-
pensated well in the margins. On the other hand, simple cabins in serial production that 
does not require that much special expertise might have slightly lower margins. The most 
important thing is to identify the business case thoroughly and adjust the pricing according 
to this, i.e. apply value-based methods rather than standardized cost-plus strategies.  
 
The positive side of a low volume and high unit price business in general is that the com-
petition is not as fierce as in the higher demand products and this creates opportunities for 
the company to succeed. Also, as these types of products usually require special exper-
tise and excellent level of quality, a subcontractor should obtain a better margin in princi-
ple. In the most demanding and challenging products, the company could apply more 
value-based pricing and assess what kind value does the end customer or the OEM gain 
from the case eventually.  
 
Vice versa, products such as warehouse trucks, forklift trucks or even excavators are rec-
ognized to have higher demand but lower unit price. From production planning point of 
view, Case A can be interpreted as a more stable business with less seasonal and annual 
fluctuations in demand. By nature, this kind of business provides a certain foundation for 
operations and allows more accurate financial planning in the company.  
 
With this said, a company may want to acquire this kind business to be part of the product 
portfolio. The competitor field is wider in the high-volume product group and due to this, 
pricing possibilities are somewhat more limited and margin expectations in that business 
may be lower in principle. Here, a company should put emphasis on stable characteristics 
of the business that generates profit with higher volumes. In order to make the business 
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more profitable, a company should focus on enhancing its own production processes in-
side the company.  
 
When the company is pricing these products, it is good to keep in mind that there might be 
several competitors trying to win the case at the same time. Thus, value-based thinking in 
this product group may not lead to the most successful solution. Instead, the company 
should assess the market prices and benchmark its competitors’ price levels. Foundation 
for the calculations can be achieved by conducting the normal costing and pricing tem-
plate. However, the Sales Managers should not use fixed margins, but rather adjust the 
desired profit expectations in accordance with the business case in question.  
 
Also worth noting is that more complicated and demanding the product is, the greater em-
phasis is also put towards delivery accuracy and quality aspects. Large OEMs usually re-
quire certain level of historical delivery accuracy and quality performance and therefore 
the price is not always the first priority in the overall customer case. If the target company 
is able to manufacture a certain product with superior quality and excellent delivery accu-
racy, it should prioritize the quality and delivery aspects over the price when negotiating 
with the customer. For instance, if the manufactured component is part of a highly sensi-
tive nuclear engine, the company should be able to sell it with world-class quality and 
charge a great compensation for manufacturing it. 
 
4.3 Assessing the learning curve 
When a firm acquires new business, it needs time to ramp-up the production and learn the 
optimal manufacturing processes. Generally, if the product is completely new and different 
from the existing operations, it needs more time to learn the processes and, on the other 
hand, if the product is somewhat similar to the current business, the learning happens 
faster and the ramp-up phase is shorter in time. 
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Figure 11. Theoretical learning curve in a product manufacturing. 
 
Figure 11 shows one crucial aspect regarding a typical business case. When assessing 
and determining desired profit margins, it is vital to keep in mind that these margins will be 
reached usually in serial production phase. Meaning, when the first product goes into pro-
duction, the actual hours used to manufacture the product are far from the standard level. 
Thus, the new product will take time to be completely ramped up and the production to be-
come as efficient as the calculations indicate. 
 
In figure 11, point A describes the crossing point in which the production processes has 
enhanced to the extent that the actual production hours equal to the standard hours, or in 
other words, sold hours to the customer. Theoretically at this point, the company should 
make a profit that the customer has accepted in the first place.  
 
The ramp-up phase in the figure is highlighted with red dashed area. As demonstrated, 
the average time used in the production decreases rapidly at the early stages of the case. 
The first product takes substantial amount of time while the second one is already much 
faster. The improvement will be greater at the early stages as the production workers 
learn the processes. Over time the learning curve will stabilize as the learning, in this con-
text, reaches the maximum point. In practice this means that when the production is ramp-
ing up, the company might generate very low margins, or even loss, during the first 
months or even a year from the start date.  
 
Eventually, when the ramp-up has been done, the company should end up being very 
close to the standard hours. Now, if the company is able to enhance its processes even 
A 
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further from the targeted level, the product in question will become even more profitable, 
without taking into account possible price reductions to be given to the customer. Green 
dashed area in the figure 11 demonstrates this situation. In every case, the company 
should aim to reach this territory and, due to internal measures, pursue even better than 
initially calculated margins. 
 
In this context, same kind of illustrative example has been done to show cumulative profit 
development in time for a new business case to be ramped up (figure 12). Generally, red 
dashed lines indicate cumulative profits worse than calculated in the offer, and on the con-
trary, the green dashed line represents cumulative profits that are better than the targeted 
standard profit. In the graph below, case A represents a situation in which the ramp-up 
process is rather short in time and hereby, the company generates negative margins only 
for a short period of time.  
 
After the first products have been manufactured, production processes start to improve 
significantly and the company slowly starts to make positive margins. As the overall effi-
ciency surpasses the calculated standard hours, the company starts to generate better-
than-calculated margins. If this trend continues further, and the company is constantly 
able to outperform the standard hours, cumulative profits will eventually surpass the tar-
geted profit line, i.e. profit according to the calculation, referring to the green area in figure 
12. In this situation, the company has successfully implemented the ramp-up phase and, 
as a result, the production runs smoothly with appropriate level of efficiency and profit 
margins. 
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Figure 12. The importance of successful product ramp-up in terms of cumulative profit. 
 
Case B, on the other hand, is more troublesome. The ramp-up phase is slower and im-
provement steps are minor in the production. Due to this, cumulative profits are negative 
twice as long as in the previous case, referring to the red area in the graph. In addition, 
the production barely reaches the targeted efficiency level and therefore the cumulative 
profits lag behind the targeted profit for a very long period of time. As discussed, in certain 
products it might be the case that the firm never reaches the targeted efficiency, and in 
such case, cumulative profits can be described with case B in the graph.  
 
This also means that the company will make worse than estimated cash flow. Now, in a 
case in which the company has invested significant amount to the business case, actual 
payback time and net present value, the two most crucial measures in capex related 
cases, end up being less attractive than initially assessed.  
 
Obviously, the ramp-up phase and learning curve in general will be diverse for different 
products. In certain cases, it might take several years to achieve the targeted efficiency, 
while in some other cases, it only take months to ramp-up the production. Due to this, the 
company should definitely put a large emphasis on NPIs in order to reach the serial pro-
duction phase and targeted profit margins as soon as possible. 
 
Based on the discussion with the Sales Manager in Eastern Europe, if the company fore-
sees the long and intense ramp-up period for a certain case, it should try to negotiate 
some compensation from the customer at the sales negotiation phase. For instance, at 
the early stages of production, one option is to invoice a slightly higher sales price to off-
set the temporarily high costs originating from the inefficiency and learning process. When 
the operations achieve better efficiency, the price can be adjusted to normalized levels. 
Also, if the company manufactures prototypes or initial samples for a new customer, it is 
good to communicate that the prototypes manufactured at the beginning of the production 
will be slightly higher-priced but, on the other hand, if the product ends up in serial produc-
tion, the price would be adjusted to more attractive levels. In general, the mindset in this 
type of situation should be that the customer supports the starting phase somehow.  
 
4.4 Pricing in different capacity situations 
Since the target company operates in the subcontracting business and moreover, in 
heavy equipment manufacturing sector, it can be pointed out that the capacity utilization 
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across the production units may differ substantially over the years. Based on the inter-
views with the Sales Managers in Eastern Europe and Vice President in Sales, heavy 
equipment industry is somewhat volatile by nature and regardless of the macro-economic 
environment, it is vital to recognize the best pricing practices in each situation. 
 
Figure 13 shows theoretical fluctuations in a factory’s capacity utilization over time. In the 
graph, point A indicates the peak of the business cycle while point B represents the bot-
tom of the cycle. In this context, average level of operations is somewhere between the 
peak and bottom and hereby excludes the annual and seasonal fluctuations. In this graph, 
the average level of operations is described with the dotted line in the middle. 
 
 
Figure 13. Theoretical fluctuations in a factory’s capacity utilization rate. 
 
According to the target company’s Sales Managers in Eastern Europe, during the peak 
times of the cycle (point A), it is obvious that subcontractors in general are able to negoti-
ate higher margins for the new customer cases. On the contrary, when the cycle hits the 
bottom (point B), margin expectations among subcontractors are lower as the demand de-
creases and excess capacity in the industry increases. 
 
Generally, by being present in various market segments and product groups, the company 
can minimize to some extent the annual and seasonal fluctuations in demand. Business 
cycles in diverse sectors develop and react differently to the alterations in the economy.  
In the best scenario, the company is able to offset some weakly evolving business with 
certain other products that are booming at the same time. For example, during the ex-
tremely challenging situation in the oil and gas sector, a company might also want to be 
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involved, at this time, in the steadily developing agriculture or even material handling busi-
ness to secure the operations. If a company has exposure only in one customer segment, 
the annual alterations in the market environment might be very radical in certain situations 
and this obviously puts some pressure towards the manufacturing company operating in 
that specific field. 
 
4.4.1 Factory in low capacity utilization 
If a production unit runs momentarily at a low capacity utilization, i.e. the utilization rate is 
close to point B in figure 13, it might be tempted to acquire new business nearly at any 
price that covers variable expenses and brings contribution to gross margin. However, it is 
essential to keep in mind that in the industry in which the target company operates, com-
mitments are typically long-term. This means that when the company makes a contractual 
commitment with a customer, it might be challenging to re-negotiate the conditions and 
terms later. 
 
Generally, as the margins are recognized to be lower during the weaker times, the com-
pany may face a situation in which the factory’s excess capacity have been filled with a 
lower margin business during the bottom of the cycle, but when the cycle edges upwards 
and eventually reaches the peak, the company will not be able to take in new incremental 
business at all because its capacity utilization rate is already at high level. In such case, 
the firm is stuck with the low margin business and have to ignore the potential better mar-
gin business available in the market.  
 
During the times of low capacity utilization, one option for a production unit is to focus on 
finding project type of business to fill temporarily the factory’s excess capacity. Project 
business differs from serial production as it has a clear start and end date or pre-deter-
mined volume. Project business offers flexibility in terms of short-term volume planning at 
the business site. For example, by pricing the project slightly under the market price, the 
factory may win the case with higher probability. Moreover, if the company wins the pro-
ject, it is able to fill the excess capacity without making any long-term commitments.  
 
However, worth noting is that there are very different kinds of projects by nature, some of 
them taking just weeks in time while some bigger ones will last several years. Thus, it is 
important to recognize what kinds of projects are suitable for the factory in terms of tech-
nical requirements and in addition, how long the specific project will take to be completed. 
Also from production planning point of view, it is crucial to identify the resources needed in 
the case to carry out the production.  
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Even though the project business brings flexibility to production planning, there are only 
limited amount of projects available and the competition is quite fierce in this field. Gener-
ally speaking, if the project differs technically a lot from the normal operations in the fac-
tory, it is unlikely that the business site will be able to win such case because there are 
plenty of specialized manufacturing companies with specific competencies operating in 
the industry and this makes it difficult to remain competitive against them.  
 
In terms of existing business and existing customers, the company might try to negotiate 
larger amount of products to be manufactured by the target company, if the firm knows it 
is not the only supplier for that specific product or customer. In this context, it is also worth 
investigating if the target company is willing to expand its product portfolio for the existing 
customer, i.e. expanding the expertise even into new product areas. Still, one should re-
member not to price the incremental business too aggressively during the low capacity uti-
lization as the negotiations regarding the price increases are difficult to implement when 
the cycle eventually reaches the peak. 
 
4.4.2 Factory in normal and high capacity utilization 
When a factory’s capacity is more or less in normalized, or even higher than normal level, 
it can operate more flexible in terms of production planning and pricing. Let us assume 
that a factory runs with capacity utilization rate of 95 per cent. In such situation, the factory 
is far more flexible to decide what kind of incremental business to bring in and what is the 
minimum profit margin it can accept. With excess capacity being at 5 per cent, the factory 
does not have to fill that capacity immediately with a low margin business. Instead, it 
should focus on finding the perfect fit for the remaining 5 per cent so that the existing op-
erations are not disturbed and after this, the company should try to offer the products con-
sidered to be suitable with healthy margins. 
 
During the high capacity utilization, the company should closely monitor its product and 
customer portfolio. If the portfolio includes any low margin, or even loss-making business 
that does not have any other strategic value or aspect to rationalize the case, there should 
be no motive to continue the production in that field. In such case, the company may have 
overestimated the production efficiency and thus, offered the case with production hours 
that are not achievable even in the longer term. Generally, if the actual production hours 
are far from the calculated standard hours, the company might face a situation in which it 
has priced the product falsely in the first place. 
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In this kind of loss-making case, it is very important to understand the root causes of the 
business case and moreover, if the case has developed positively at all since the start. If 
the company sees potential in the case, it could try to re-negotiate the commercial terms 
with the customer. However, if the customer is not willing to accept the proposed terms, or 
negotiate the issue at all, it may be the best solution to shut down the production in this 
regard and terminate the business permanently within the framework of the underlying 
contract with the customer.  
 
However, sometimes there might be explanations why a certain part of the portfolio does 
not generate a desired profit level. Firstly, the company may have taken in a new case 
with a low, or even negative margin if it sees great potential in that field. The end cus-
tomer in question might be for instance an international enterprise with wide range of 
products that arouses an interest in the firm. In such case, the firm might price the so 
called entry level products lower than normally in order to create a profound customer re-
lationship. As time goes by, the company hopes to win other products from that customer 
on top of existing business. If that is the case, the supplier is able to compensate the ex-
isting low margin business with the new, higher margin business. Hereby, it can be stated 
that, in this described case, the supplier had a strategic motive to keep the lower margin 
business in the portfolio due to the expectations of future actions. 
 
Similarly, the company may have taken in a case with negligible margin if it sees that the 
learning curve in the production will improve significantly in the long term. By enhancing 
the production processes over time, the company may be able to improve the product 
margins remarkably. However, customers typically require some improvement and price 
reductions as a result of internal improvement measures, but if the company is able to im-
prove more than the agreed target, it is able to keep the increased profit margin partly in 
the own pockets. 
 
According to the company’s Vice President in Sales and Sales Mangers in Eastern Eu-
rope, the aim of looking over the portfolio is important as it might include some business 
with unhealthy margins, or otherwise, some unsuitable operations that are eating the lim-
ited resources from other potential and more productive business cases. 
 
4.5 Business cases with capex needs 
Potential cases with capex requirements are handled through the company’s capex pro-
cess in collaboration with the sales and finance team. In practice, the bigger the case, the 
more the finance team is involved in it as well. In a case in which the company is required 
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to invest significant amount of money, e.g. to machinery or other production equipment, 
the case should be approached from several different angles. 
 
Generally in possible capex commitment cases, the focus needs to be on payback time 
and net present value calculations. In fact, these two measures will eventually be the final 
assessment criteria of the case. Even if the business case have appropriate and heathy 
profit margins, it does not always mean that the case gets approved. It is vital that the 
case comes with acceptable profit margins but, furthermore, it is even more vital that the 
case is attractive in terms of net present value and payback time. In this context, invest-
ment calculation template (Appendix 3) is to be filled in accordance with the sales case 
management template’s profit expectations in every investment related case. Practically, 
expected volumes, margins, change in net working capital and cost of investment will 
eventually determine how attractive the case is.  
 
Regarding the investment calculation, the company should always do sensitivity analysis 
for the case as well (Appendix 4). The model is linked to the underlying investment calcu-
lation template (Appendix 3) and demonstrates some alternative scenarios for the invest-
ment case. For example, the table shows how net present value and payback time fluctu-
ates as a result of different outcome in annual EBITDA or total investment cost. Obviously, 
if the EBITDA is less than estimated and/or investment cost higher than expected, the 
case looks less attractive in sensitivity analysis and vice versa, if the profit margin is 
higher and/or investment cost less than assessed, the case will look more tempting in 
terms of net present value and payback time.  
 
Based on the discussion with the target company’s CFO and Deputy CEO, one aspect 
worth considering is related to the possibility to negotiate the allocation of the investment. 
In other words, in an exemplary case where an OEM is outsourcing part of its production 
processes, the supplier might negotiate with the OEM to take over a proportion of the in-
vestment costs. In such case, the OEM might pay for example 20-50 per cent of the in-
vestments and the subcontractor would carry out the rest. In many cases this might be 
non-negotiable, but on the hand, sometimes it can be accomplished. In order to make this 
kind of arrangement happen, the supplier might give temporary price reductions to the 
customer, i.e. lower the company’s own margin expectations, and hereby make it attrac-
tive for the OEM to consider. 
 
From the target company’s perspective, this may be a viable and strategic approach as it 
would minimize initial cash outflows compared to the situation in which the subcontractor 
carries the investments completely by itself. In a bigger outsourcing case, the company 
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may be obliged to invest remarkable amount of money before the production has even 
started. Because of this, net cash flow will be under pressure for a while as the case gen-
erates profits somewhere in the future.  
 
Now, if the company is able to negotiate successfully with the customer and allocate a 
proportion of the investments to be paid by the customer, it can balance the short-term sit-
uation in terms of cash outflows. Also, it allows a broader capex planning within the limits 
of the annual capex budget. However, this arrangement usually leads to smaller profits 
and less positive cash flows in the future and hereby, may compensate each other.  
 
One could also point out that when the company manages to operate with smaller capital 
expenditure at early stages of the project, it can also mitigate the risks related to the busi-
ness case. For example, if the production unit builds a massive production line for the new 
incremental business, it has already invested substantially and therefore committed itself 
to a certain degree. In this context, the case would easily turn unprofitable if something 
happens in the industry, or the customer’s own demand decreases to the extent that the 
expected volumes were not reached. In this case, discounted cash flows would be much 
less than estimated even though the company has invested according to the plan.  
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5 Conclusions 
Based on the successful interviews and a solid theory of the subject matter, certain rec-
ommendations can be given. In this chapter the research summarizes the key results and 
findings and considers the reliability and validity of the results. Also, ideas for further re-
search related to the topic have been listed. Finally, some considerations of the overall 
thesis process and self-evaluation are described. 
 
5.1 Reliability and interpretation of results 
Based on solid theories covered from well-known marketing and pricing handbooks, such 
as Blythe (2005), Hollensen (2012), Kotler & Armstrong (2010), Kotler & Keller (2009) and 
Macdivitt (2013) to name a few, and successful interviews conducted in the target com-
pany, the author is convinced of the good reliability and validity of this research. Espe-
cially, the interviews brought up very interesting and professional aspects to support the 
study. On the other hand, pricing strategies presented in the theoretical framework are all 
widely recognized and used methods among various industries. 
 
The key finding of the study is that the target company should adjust its pricing methods 
case by case. The type of product, factory’s utilization rate, market environment and 
length of commitment to the case are all variables affecting to the pricing decision. The 
underlying market environment is volatile and seasonal and annual alterations in demand 
may occur. The current cost-based pricing provides a good basis as long as the com-
pany’s cost base remains at the industry-average level. In other words, if the company’s 
cost base is on average level and a Sales Manager adds a slight profit margin on top of 
that, the final sales price equals to approximate market price. It is crucial to note that if the 
company’s cost base grows to higher than average level, it will not stay competitive any 
more. 
 
When applying the cost-based approach, the target company should keep in mind that its 
own cost base is the starting point for pricing, not demand in the market nor the perceived 
customer value. Now, in a high volume but lower unit price type of case the company 
should analyze what kind of competitors operate in the same field and assess their prices 
as closely as possible. Hence, in this kind of case the company might try competition-
based pricing instead of cost-based approach. 
 
On the other hand, in a low volume but high unit price type of product the company should 
try to assess the value it creates when manufacturing the product for the customer. If the 
  
45 
product is highly complicated and requires special expertise, it should be priced higher as 
well. Perceived value in this situation might be e.g. cost reductions, revenue gains or 
productivity improvements in the customer’s operations.  
 
In a situation in which the factory is running temporarily at a low capacity utilization, it may 
try to find suitable project business to fill the excess capacity or negotiate a larger part of a 
customer’s value chain to be outsourced. In low capacity utilization, a company should 
avoid making long-term commitments if the conditions are not satisfactory at a high ca-
pacity utilization cycle. In other words, the company should not make decisions too short-
sightedly. In such case, the company commits itself to the case for a long period of time 
and price increases might be difficult to implement later. 
 
With high capacity utilization the company is able to act flexibly. In this situation, the focus 
should be on looking over the company’s product portfolio. If there are long-term custom-
ers or product groups that generate constant loss, the company should terminate the op-
erations if there are no strategic aspects to rationalize this course of action.  
 
In business cases that require capital expenditures, the finance department should be in-
volved from the beginning. When investments are needed, it is wise to handle these cases 
through the different process. In such cases, healthy profit margins are no longer enough 
to make the decision regarding the acceptance. Here, the company needs to closely as-
sess the business case from top to bottom and analyze how it looks in terms of net pre-
sent value and payback time, the two most significant assessment criteria. If the invest-
ment is very substantial, the company may propose the customer to carry out part of the 
investment costs and, as a compensation, it would receive price reductions for a specific 
time period or for a defined volume. With this strategic aspect, the target company is able 
to control its capital expenditures and, to some extent, reduce the risk of making signifi-
cant investments in advance.  
 
As the target company’s objective is to enhance the competitiveness of its OEM custom-
ers by providing market-leading quality, delivery and cost, the company should emphasize 
the quality and delivery aspects of this equation. The target company’s competitive 
strengths are, for instance, an extensive know-how of welding complex steel structures 
and strong design and manufacturing capabilities of advanced operator cabins. In these 
product groups the company is able to provide superior value to the customer and, 
hereby, should be able to charge higher margins from these products. 
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Another strategic view should be on product and market segmentation. By being active in 
several product groups and market segments, the company can minimize the damage if 
one specific market slows down. A practical example of this is oil and gas sector in which 
the companies have postponed their investments and the market outlook in that sense ap-
pears quite weak. Simultaneously, material handling and agriculture are developing more 
steadily. 
 
Importantly, when a new case is won, the full focus needs to be on ramping up the pro-
duction. This is an area where the company can improve its margins internally as the pro-
duction processes evolve. In a situation of intense ramp-up case, one strategic option is to 
involve the customer to the ramp-up phase by trying to negotiate higher sales prices for 
the first products manufactured.  
 
To summarize the findings, in certain cases the target company should apply more value-
based approach whereas in some other cases, competition-based pricing seems more ap-
propriate. In order to remain competitive and adapt to swiftly changing market environ-
ment, the company should have various pricing tools available for diverse circumstances. 
Every case is more or less different by nature, and hereby, the optimal way to handle the 
case varies accordingly. 
 
5.2 Ideas for further research 
Pricing is a rather large topic and hereby some further research in this context would sup-
port the subject in general. For example, further cost analysis and an in-depth review of 
hourly rate calculations among the business sites would be interesting to examine more in 
details. The target company has provided a general Group level instructions to support the 
calculations at the units. In accordance with these instructions, the business sites update 
the hourly rates annually. However, each business site has an own organization and 
some smaller discrepancies in interpretation of the guidelines may occur.  
 
If a factory is running at a historically low capacity utilization, it is very important to adjust 
the hourly rates in accordance with the definition of normal capacity. In a situation like this, 
costs tend to be relatively higher than usual and if this momentarily high cost base is allo-
cated to the different production activities, it is very difficult to remain competitive in the 
market. However, if the costs have been adjusted to correspond a normalized situation, 
the company may win new cases more easily and, hereby, improve the factory’s utiliza-
tion. 
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In addition, pricing is usually one part of the firm’s marketing plan but there are also other 
marketing related tools available. Either a further analysis of company’s overall marketing 
strategy or a deep-dive to other than price element in the marketing mix, meaning product, 
promotion or place, would be worth investigating. 
  
5.3 Evaluation of the thesis process 
The assignment for the research came from inside the company. This was obviously a 
natural step to handle the thesis project since the author is working at the target company. 
After several discussions, the topic related to strategic price planning was found beneficial 
for the company and hereafter, worth investigating in more detailed way. Due to this, the 
subject was decided and locked at the beginning of 2015. 
 
The author itself works at the finance department and had only a slight experience in the 
pricing scheme prior to the thesis project. However, the practices and processes were 
clarified rather quickly and the project began by exploring the company’s internal material 
and certain pricing and marketing handbooks. In the summer of 2015, the frame for the 
interviews were drafted and individual interviews conducted. After this, the author had all 
the needed material for compiling the research. Overall, the thesis process advanced 
steadily and according to the plan from start to finish.  
 
Given the author’s background at the company, the project itself was well handled. It defi-
nitely expanded the author’s know-how into new areas. It can be said that pricing repre-
sents an important area of a company’s overall business strategy and by accessing the 
subject in this context, was a rewarding feeling. However, pricing in general is an exten-
sive subject, and therefore, the learning in this respect has only started. 
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Appendices 
Appendix 1. The frame for the interview 
 
Questionnaire – Pricing strategies in the target company 
How the RFQ process is handled overall in the company? 
− Description of the process 
− Roles, responsibilities etc. 
 
What kinds of pricing methods and strategies are currently in use in the com-
pany? 
 
− Does the company apply any specific strategy or are there several ways to ap-
proach the case? 
− What is the mindset when pricing, does the firm have any targeted profit level? 
 
What should be taken into account in various pricing cases? 
− New incremental business vs. existing business 
− Capacity situation in the factory (normal vs. low capacity) 
− How to approach different business cases in order to reach the best outcome for the 
company? 
 
How the pricing case changes if the desired business requires substantial in-
vestments? 
 
− How big of an investment can be considered as substantial? 
− What kinds of aspects should be taken into consideration when planning invest-
ments? 
− Roles, responsibilities etc. 
 
How the normal capacity is defined in the company? 
− Volume definition, underlying cost base etc. 
 
What are the biggest difficulties and obstacles in the current way of approaching 
the pricing cases? 
 
− Does the applied strategy work smoothly under different circumstances? 
− Are there any other aspects to take into account? 
 
What are the greatest improvement areas in the current pricing scheme? 
− What can be done to enhance the process and broaden the way of thinking? 
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Appendix 2. Target company’s capex process 
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Appendix 3. Investment calculation template 
 
  
Investment calculation template
 Business site [Site] Calculation made by: [Name]
 Customer [Customer Name] Date: [Date]
 Product [Product name]
 Type of investment [Expansion]
 Year of investment 2015
 Full run-rate volume 2016
 Total investment (kEUR)  [Amount] 
 Period of analysis (years)                                 8 Standard
 Cost of capital 12.0% Standard
 Investment calculation 
 kEUR 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F
 P&L 
 Net sales                         1 000            2 000            2 000            2 000            2 000            2 000            2 000            2 000 
 YoY change 100.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
 Gross margin                            100               500               500               500               500               500               500               500 
 Gross margin % 10.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%
 Fixed costs- / savings+                          (100)              (200)              (200)              (200)              (200)              (200)              (200)              (200)
 % of net sales -10.0% -10.0% -10.0% -10.0% -10.0% -10.0% -10.0% -10.0%
 YoY change 100.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
 EBITDA                                  -               300               300               300               300               300               300               300 
 EBITDA margin 0.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
 Depreciation                          (100)              (100)              (100)              (100)              (100)              (100)              (100)              (100)
 EBITA                          (100)               200               200               200               200               200               200               200 
 EBITA margin -10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%
 Cash flow 
 EBITDA                                  -               300               300               300               300               300               300               300 
 Change in NWC                          (150)              (150)                     -                     -                     -                     -                     -                     - 
 Gross cash flow                          (150)               150               300               300               300               300               300               300 
 Capex                          (300)                     - 
 Net cash flow                          (450)               150               300               300               300               300               300               300 
 Cumulative net cash flow                          (450)              (300)                     -               300               600               900            1 200            1 500 
 Discount factor (years)                             0.5                 1.5                 2.5                 3.5                 4.5                 5.5                 6.5                 7.5 
 Cost of capital 12.0% 12.0% 12.0% 12.0% 12.0% 12.0% 12.0% 12.0%
 Discounted cash flow                          (425)               127               226               202               180               161               144               128 
 Net present value (NPV), kEUR                            742 
 Payback period (years)                           3.00 
 Incremental financial impacts resulting from investment 
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Appendix 4. Cash flow payback & NPV sensitivity analysis 
 
 
Cash flow payback sensitivity
(What is the effect of change in investment cost and annual EBITDA in the cash flow payback metric)
Change in total Annual change in investment EBITDA
investment cost
-30.0% -15.0% 0.0% 15.0% 30.0%
-30.0 % 3.43 3.00 2.70 2.48 2.31
-15.0 % 3.64 3.18 2.85 2.61 2.42
0.0 % 3.86 3.35 3.00 2.74 2.54
15.0 % 4.07 3.53 3.15 2.87 2.65
30.0 % 4.29 3.71 3.30 3.00 2.77
NPV sensitivity 
(What is the effect of change in investment cost and annual EBITDA in the investment NPV metric)
Change in total Annual change in investment EBITDA
investment cost
-30.0% -15.0% 0.0% 15.0% 30.0%
-30.0 % 439 633 827 1 021 1 215
-15.0 % 396 590 784 979 1 173
0.0 % 354 548 742 936 1 130
15.0 % 311 505 699 893 1 088
30.0 % 269 463 657 851 1 045
